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Abstract 
There is a broad consensus in the specialised literature regarding the multi-dimensional impact of FDI on the 
economic growth in the host-country, this representing an efficient way of re-specialising the economy and 
increasing the export potential, and of stimulating economic growth and development and, finally, of improved 
welfare. The subsidiaries of transnational companies generate new production capacities and realised both 
consumer goods, but also high standard capital, thus being technological leaders on their market segments, and 
having a significant impact at occupational level. Moreover, they represent an important means of channelling 
technology transfer. We chose as period for our analysis the time between 1992 and 2012 as it provided for the 
opportunity to estimate an econometric equation by means of which we highlighted the weight of the foreign 
direct investment flow in GDP as one of the determinants of the economic growth rate, in accordance also with 
the opinion of other authors. 
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1. Introduction 
Inflows of direct foreign investments trigger in the FDI receiving country major benefits, such as: capital 
contributions, technology transfer, and management expertise  
These incontestable benefits show quickly in the economy of the host country under the form of multiple 
effects: renewal of fixed capital, re-specialisation of the economies and an increase in the export potential of 
these countries, and finally in stimulating demand and economic development. 
All these circumstances determined  the dedication of a rich specialised literature to the topic of FDI, from 
which in the present approach we quote only some studies of reference: two studies that capture the most 
important determinants of attracting FDI, and the most important effects registered within the host-economy, 
exemplified in the case of the countries from Central and Eastern Europe; three studies from the specialised 
Romanian literature which either highlight the various aspects of FDI impact on exports and sustainable 
development, or assume econometric estimates of this impact on the export potential and on economic growth. 
2. Multi-Dimensional Impact of Foreign Direct Investments on the Host-Economy 
There is wide consensus in the specialised literature regarding the multidimensional impact of FDI on the 
economy of the host-country, as they represent an efficient means of re-specialising the economy and 
increasing its export potential, of stimulating economic growth and development and, finally, of improving 
welfare. 
Firstly, TNC by means of their subsidiaries ensure for the host-economy new capacities of production and 
thus generate both consumption goods and capital. To the extent in which they are technological leaders on 
their market segments, they contribute to increasing the efficiency of the activity also for the local 
manufacturers (Deutsche Bank Research, EU Monitor, 2005). To equal extent, the production of the 
subsidiaries has a strong impact at the level of employment, by creating new jobs and by training skills to local 
personnel. 
Secondly, to the extent in which the subsidiaries are component elements of the TNC involved they are at 
the same time also component parts of the value chains coordinated by the latter at international level, beyond 
the borders of the host-economy (UNCTAD, World Investment Report, 2013). Thus connections are 
established to suppliers and distributors stimulating their production and thereby subsidiaries are constituted in 
an important channel of technological transfer. 
Thirdly, by their activity, foreign subsidiaries beside the direct effects can also exercise on the local 
economy a variety of indirect effects. A first such effect is the impact at the level of competition which can 
stimulate local companies to improve their performance, but they also can induce their bankruptcy by virtue of 
the higher efficiency of these subsidiaries. Another important effect consists in the fact that the potential 
employment and income increases due to FDI projects can have a multiplying effect on the host-economy, but 
also the contrary effect because of the potential effect of “crowding out” on local companies (Pelinescu, E., 
Rădulescu, M., 2009). 
3. Determinants and Effects of Foreign Direct Investments in Central and Eastern Europe 
In accordance with two reference studies from within the specialised literature (Benacek, V. et al. 2000 and 
Deutsche Bank Research, EU Monitor, 2005) we present in the following the most important determinants and 
the most important effects of direct foreign investments on the economies from Central and Eastern Europe 
during the largest part of the transition period. 
In order to attract foreign investors to the economies of Central and Eastern Europe, the first determinants of 
the decision were: the size of the market and the potential for economic growth, in particular in the case of the 
Polish economy; the political and economic stability as dominant factor in the case of Hungary and of the 
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Czech Republic; and the individual incomes placed at the highest level in the region in these three countries 
(Poland, Hungary and the Czech Republic) represented another important reason for attracting investors; from 
the viewpoint of the factor costs, an important role had the unitary costs for labour force related to the West-
European ones, the cost differential on long-term between the host-country and the country of the investor; 
from the strategic viewpoint,  a potentiating action on FDI had the privatisation process and the share of the 
private sector.  
The FDI flows oriented towards these countries increased substantially once these countries become 
associated countries to the EU. The same thing can be stated also about Romania. Initiating the accession 
negotiations of our country to the EU and, subsequently, gaining the statutes of NATO member-country and of 
EU Member-state to which at domestic level was added the initiation of large privatisations have induced a 
higher credibility level to the business environment from Romania and the domestic economy became thus 
more attractive to foreign investors. 
A first effect of foreign direct investments was felt in the investment process. In the beginning stages of 
transition, the economies from Central and Eastern Europe had available an obsolete capital, an inadequate 
infrastructure and an industrial structure in need of modernisation. To the extent in which in some countries the 
deficit foreign currency reserves restricted the capacity of importing new products and equipment, there were 
significant expectations with respect to foreign investors as representing a vital source for renewing the 
tangible capital and, indeed, foreign companies invested more than local ones in the countries in the region. 
A major effect of the economic activity of foreign companies in the countries from Central and Eastern 
Europe consisted in influencing the performance of the exports of the host-country. Foreign companies were to 
a larger extent oriented towards export than domestic companies from Poland, the Czech Republic and played 
an important role in the performance of exports from Hungary, a fact that can be said for Romania, as well. 
In the initial stage, no significant macroeconomic impact was felt on the economic growth in the host-
country as result of foreign direct investments; sometimes the impact was felt with a considerable time lag and 
was firstly represented by productivity increase. Foreign companies registered higher productivity and more 
dynamic sales than local companies having as causing factors the more efficient technological processes, better 
corporatist governance and the fact that foreign investors tend to target more viable business fields. 
An important effect on long term was that the new ideas, knowledge, and business practices implemented by 
foreign companies, as well as the advanced technology of the latter have a spillover effect on the host-
economy. 
In the country receiving FDI the benefit consisting in the mutual improvement of the institutional 
environment is also not to be neglected. The objective of those substantiating the economic policy is to 
permanently improve the investment climate for attracting increasingly more companies and for stimulating 
economic growth by capital accumulation and technological progress, which presupposes the improvement of 
the infrastructure, large scale privatisation and efforts for liberalising the market. In their turn, foreign 
companies make “lobby” for a better protection of private property and for the approval of international 
accounting standards. 
4. Some Evolutions of FDI in Romania. Estimating the Contribution of Foreign Direct Investments to the 
Economic Growth in Romania  
The FDI flows attracted by Romania have known a significant ascension up to the year 2008, the peak year 
of FDI in Romania, as thereafter as the FDI statistical research indicates followed successive diminishments of 
their level until 2011 under the impact of the economic crisis. The direct consequence of this trend was that the 
FDI stock had only slight increases for the last years. 
The uneven distribution of the FDI stock on development regions in Romania (an excessive concentration in 
the region Bucharest-Ilfov) by virtue of the differences regarding business opportunities that these regions 
provide for, might lead to the conclusion that direct foreign investments could be considered as a growth factor 
for the regional economic inequalities. Still, the Sectorial Operational Programme of Regional Development 
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could play a role in counteracting the effects of the regional concentration trends of FDI, if we take into 
account that the absorption degree of structural funds returned to a positive trend in the recent past. 
The distribution of the FDI stock on economic activities indicates the fact that the manufacturing industry as 
economic activity attracted the most important FDI volume, having a quasi-constant share of 31% - 32% (Table 
no. 1). 
 
Table no. 1 Distribution of the FDI stock on economic activities on 31 December 
 
 
Share in total FDI  
2008 2011 2012 
Total, from which: 100,0 100,0 100,0 
Industry 41,3 44,4 46,5 
Extractive industry 4,4 5,0 5,5 
Manufacturing industry, from which: 31,3 31,5 31,3 
   - food, beverages and tobacco 4,6 4,1 3,7 
   - cement, glass, ceramics 3,6 3,2 2,8 
   -  wood-products manufacturing, including furniture 1,8 1,9 1,8 
   - computer  and other electronic, optical and electric devices manufacturing 1,4 1,9 1,8 
   - machinery, tools and equipment 2,0 1,8 1,9 
   - steel industry 6,9 4,9 4,9 
   - transportation means 4,0 5,2 5,4 
   - oil, chemical products, rubber and plastic masses processing 4,3 6,3 6,7 
   - textiles, clothes and leather 1,6 1,4 1,4 
   - other activities of the manufacturing industry 1,1 0,8 0,9 
 Electric energy, gas and water 5,6 7,9 9,7 
Professional activities, scientific, technical and administrative activities and support 
services 
3,3 4,8 4,7 
Agriculture, forestry and fishing 1,4 2,4 2,4 
Trade 12,4 11,4 11,4 
Constructions and real estate transactions 12,6 10,7 9,2 
Hotels and restaurants 0,4 0,8 0,6 
Financial intermediation and insurances 20,5 18,2 18,5 
Information and communication technology 6,7 5,4 4,8 
Transports 1,0 1,4 1,5 
Other activities 0,4 0,5 0,4 
 
In this framework, the best represented economic activities from the perspective of the total FDI stock were 
the following: oil, chemical products, rubber and plastic masses processing; transportation means; steel 
industry, food, beverages and tobacco; and cement, glass, ceramics. Save for the car industry, the other 
mentioned economic activities are not characterised by a production with high levels of value added, but they 
can support a sustainability trend of the economic growth. 
Other economic activities for which the impact of the economic crisis was materialised in a significant 
diminishment of the FDI stock share (in just a few years) were, in order, the following: constructions and real 
estate transactions; financial intermediation and insurances; information and communication technology; trade. 
With respect to the type of investments, we mention that the flow of participations to the capital in enterprises 
with foreign direct investments is differentiated in Greenfield, mergers, acquisitions and companies’ 
development. 
The structure of the participation flow to capital according to this criterion, existing in 2012 is in strong 
contrast to the structure recorded only four years before, in the year 2008. Thus, in the year 2012 almost the 
entire flow of participations to capital was for companies’ development (99.5% of the participations), as the 
greenfield investments registered an extremely low level, of only 18 million Euros, and the investments from 
the category mergers and acquisitions had a negative impact of 5 million Euros. In turn, in the year 2008, the 
peak year for FDI in Romania, before the effects of the crisis began to be felt, the structure of the flow of 
participations to capital on types of investments was as follows: greenfield investments held even then a very 
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low share, of only 1.2% in the participations to capital, but the category mergers and acquisitions had a 
significant share of 32%, while only 66.8% was for companies’ development. 
The importance of this low share and with a decreasing trend of greenfield investments in the participations 
to capital is necessary to be estimated, from the viewpoint of the role that this type of investments can have in 
strengthening the competitive capacity of the economy, by means of the technological transfer and of 
management practices. We regard as important the mention referring to the substantial change of the 
relationship between the components of the FDI stock (participations to capital, net credits) in the favour of 
credits, as of the years 2007-2008, when most likely under the effect of the financial and economic crisis the 
foreign companies opted for financing FDI enterprises to the largest extent by means of the ‘mother-daughter’ 
credits rather than by increases of the participations to capital. 
This evolution of the FDI stock components is correlated with the evolution of the structure of the incomes 
obtained by the foreign investors. The incomes from participations to capital and the net incomes from interest 
rates that were returned were in a reverse relationship between the years 2008 and 2012, which were selected as 
reference: the year 2008 before the effects of the economic crisis were felt in Romania, and the year 2012 after 
the successive decrease of the FDI flow under the impact of the crisis. If in the year 2008 the incomes from 
participations to capital had a share of 78.4% and, accordingly, the net incomes from interest rates had a share 
of only 21.6%. In the year 2012, the latter had the prevalent share of 74% and the incomes from participations 
to capital had a share of just 26%. If to the net incomes from interest rates obtained by foreign investors in the 
period 2003-2012 we add the volume of the distributed dividends we obtain a quantum of the repatriated profit 
of 20.168 billion Euros (Table no. 2  ). 
In accordance with other authors (Zaman, Gh. et al, 2010) we underpin that relating the quantum of the 
repatriated profit to the existing capital stock leads to obtaining an indicator of the type “recovery rate of the 
investment”, which with a level of 34.11% indicates a high profitability of FDI in Romania for the analysed 
period. 
 
Table no. 2 Evolution of the repatriated profit in the period 2003-2012 
Millions Euro 
 Distributed dividends Net incomes from interest rates Total 
2003 446 29 475 
2004 568 66 634 
2005 1101 87 1188 
2006 584 61 645 
2007 2757 266 3023 
2008 2696 634 3330 
2009 1608 475 2083 
2010 1970 764 2734 
2011 2075 833 2908 
2012 2212 936 3148 
Total 16017 4151 20168 
 
We have opted for developing under an econometric form a model that includes 4 major impact factors on 
the GDP dynamics which was already successfully used in the specialised Romanian literature (Albu, L., 
Roudoi, A., 2005) for the following considerations. Firstly, in the Romanian economy, as in the other 
economies in transition, the capital stock does not rise only issues related to its correct evaluation, but also has 
exceeded its life cycle, being both physically and morally obsolete. Under these conditions, the transition 
period to the market economy must be compulsory associated with a restructuring process of the production 
apparatus, of renewing tangible assets and therefore a major role can be attributed to attracting foreign capital. 
Secondly, the increase in the volume of attracted foreign direct investments can be correlated with the 
openness degree to the exterior of the national economy which presupposes the increase in the volume of 
foreign trade that can represent and proved to be, in particular since the outbreak of the economic crisis in 
Romania, one of the significant factors of economic development. The role of the increased integration of the 
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economy in the international economic exchanges is not resumed to the direct contribution of net export to the 
economic growth rate, but constitutes a first meaningful sign of adopting the criteria related to international 
competitiveness as background for developing the national economy on the whole. 
The multiple linear regression model has the form: 
 
Ritm_PIBt =42.132+0.970⋅pondereISDt +0.061⋅rexp+0.387⋅ponderefbct-1+0.004⋅p_ocupt-1 
 
 
The analysed period based on which were estimated the coefficients of the regression equation was 1999-
2012. 
According to the F test, the probability associated to the F-statistics is much lower than the threshold of 
0.05. Thus, the null hypothesis is rejected, meaning that the model is valid. 
The presented equation makes explicit the GDP growth rate determinants, where the explicative variables are 
the growth rates of the factors, and the coefficients signify the elasticity of the output in relation to foreign 
capital, export, fixed capital and labour. For avoiding the evaluation difficulties of the capital stock we replaced 
the growth rate of the capital stock with the share of investments in GDP: in the case of domestic capital we 
used the share of gross fixed capital formation in GDP, and in the case of the foreign capital the share of 
foreign investment flows in GDP. The calculation variant which was used is based on estimates in Euro, save 
for the employed labour force where we considered the annual average value. According to the tests, the errors 
are not self-correlated, they are homoscedastic and distributed normally. 
 
Conclusions 
 
TNCs as technological leaders on their market segments at international level, by means of their subsidiaries 
generating consumption goods, and on their capital induce not only re-specialisation of the host-economy and 
an increase of its export potential, but also an increase in the efficiency of local producers and, finally, 
stimulate economic growth. Thus, the FDI impact on the host economy is a widely acknowledged 
multidimensional one. To this context are circumscribed, also, the effects on Central and Eastern Europe 
economies of attracting FDI, which consist mainly in: supporting the investment process, re-specialisation of 
the host-economy and increase of the export performance, and of labour productivity by virtue of some more 
efficient technological processes and, finally, the incentives for economic growth even if the latter is felt after a 
certain time lag sometimes. In Romania, the FDI flows have registered a significant ascending trend up to the 
year 2008, but thereafter they underwent a dramatic decrease under the impact of the economic crisis. The 
distribution of the FDI stock on economic activities indicates that the manufacturing industry attracted the most 
important volume of investments, having a quasi-constant weight of 31% - 32%. In this context, the economic 
activities that attracted higher share of the FDI stock are not of a high technological level, save for the car 
industry, yet they can sustain a sustainability trend of the growth. One of the important forms under which the 
economic crisis influenced the FDI evolution in Romania was also the reversion of the relationship between the 
components of the FDI stock (participations to capital, net credits), in favour of the credits, as of the years 
2007, and 2008 when mother companies have opted for financing FDI enterprises to a larger extent by means 
of the mother-daughter credit than by increases of the participations to capital. This financing trend influenced 
the evolution of the structure for the incomes obtained by foreign investors by a significant increase in the 
weight of the net incomes from interest rates. To an equal extent, it influenced also the evolution of the 
repatriated profit within which the incomes from interest rates constitute an important component next to 
repatriated dividends. The econometric estimation realised for the period of analysis 1999-2012 highlights the 
weight of the FDI flow in GDP as being one of the determinants of the economic growth rate in Romania with 
a significant statistical influence. 
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